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Chilean Credit Policy 


In the latter part of June, the Board of the Central Bank 
of Chile. with the assistance of the Minister of Finance 
and members of the Klein-Saks Mission, worked out a 
new credit poli v for the second half of 1956. Following 
the pattern of the first half year, a maximum monthly 
expansion of credit by the banking system for the period 
July-December 1956 has been established in the form 
of a percentage of total outstanding credit on Decem 
1954. 


range from 3.5 per cent, for July and December for the 


ber 31. These maximum margins of expansion 


regional banks, branches of commercial banks outside 
the provinces of Santiago and Valparaiso, and the Agri- 
Banco del 
Estado, to 2 per cent, for August through November for 
the commercial banks and the Banking Department of 


cultural and Industrial Departments of the 


the Banco del Estado in the provinces of Santiago and 


Valparaiso. 


In general, the new rates of permissible expansion are 
lower than those allowed in the first half of the year 
The maximum expansion forecast for the second half 
year amounts to about 9.9 billion pesos, or approximately 
1] per cent, while during the first half of the year. actual 
credit expansion totaled about 12.0 billion pesos. or 15 
per cent. An attempt is also being made to divert the 
expansion of credit away from Santiago and Valparaiso 


to the smaller provinces 


Europe 


European Exchange Policy 


The Financial Times reports that Dr. Erhard, Minister 
of Economic Affairs in the Federal Republic of Germany. 
stated in an interview with its correspondent that he had 
written to the U.K. Chancellor of the Exchequer suggest 
ing a discussion of the problem of European exchange 
parities at the July meeting of the Ministerial Council of 
the OEEC. He said that a system of exchange rates 
flexible within a margin of 10 per cent—®5 per cent on 
either side of parity—-would be acceptable to Germany ; 
a rate floating within sufficiently narrow margins to dis- 
courage speculation would enable a currency to find its 
own level without an irrevocable devaluation. Individual 
countries would have discretion as to whether they would 
make use of this latitude: Germany would not use the 
wider margin. Dr. Erhard said that in the thirties most 
countries had made the mistake of using exchange manip- 


ulation as a means of promoting exports; it 1s now used 


Credit requirements are seasonally smaller in the second 
half of the year, and during the first half entrepreneurs 
had to face wage readjustments and importers had to 
buy exchange at a higher rate. However, during the 
remainder of the year industrialists will have to make 
advance deposits for raw material imports. 

The established percentage rate of credit expansion 
represents a ceiling and does not necessarily imply that 
the full extent of the permissible expansion will occur. 
Potal credit expansion will depend upon the liquidity of 
the banking system, which in turn will depend on the 
currency issues of the Central Bank. During the first four 
months of 1956, credit expansion by the banking system 
was well below the established ceilings, but later—as a 
result of the Central Bank’s currency issues of approxi- 
mately 14 billion pesos to finance the Treasury—credit 
increased so much that almost all the formerly unused 
margins were absorbed. Thus, if new currency issues 
continue, total credit expansion may exceed the newly 
established ceilings. On the other hand. in the absence 
of new currency issues, the reduced liquidity of the bank- 
ing system might not permit the margins of expansion to 
be fully used. 

Source: Panorama Economico, Santiago, Chile, July 6. 
1956. 


in an attempt to buttress unrealistic rates of exchange. 
The present method is as fallacious as the previous one. 
Dr. Erhard maintained that recent disparities of price 
movements in Europe must distort the pattern of ex- 
change rates, which in turn must encourage protective 
devices and impede the economic integration of Europe. 

Germany would also be prepared to enter into nego- 
tiations for setting up a long-term credit fund, in addi- 
tion to the $600 million envisaged for the European Fund, 
which would be used to alleviate structural weaknesses in 
the balances of payments of such OEEC countries as 
would be ready to adjust their parities. Loans would 
not necessarily be automatic but might, by common con- 
sent, be made dependent on countries following the rec- 
ommendations of the governing board. 

The U.K. Government has refused Dr. Erhard’s invita- 
tion and stated that it does not see any useful purpose, 
and would not be prepared to take part, in any interna- 
tiona! discussion of the exchange value of sterling. While 


substantial progress has been made in strengthening 
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sterli..., the position remains as stated by the Chancellor 
at the Fund Annual Meeting in Istanbul in 1955. 

The Financial Times, July 11, 1956, The Times, 
July 12, 1956, and The Economist, July 14, 1956, 
London, England. 


Sources: 


U.K. Reserves 


The U.K. gold and dollar reserves increased by $16 
million in June, following increases of $41 million in 
May, $51 million in April, and $157 million in the first 
quarter. The United Kingdom received $2 million in 
defense aid from the United States in June and $16 mil- 
lion from EPU in settlement of its May surplus; it paid 
$2 million to EPU bilateral creditors, $8 million on the 
Canadian interest-free loan, and $4 million on ECA loans. 
The residual balance with the rest of the world outside 
the EPU was thus $12 million, compared with $11 million 
in May, $49 million in April, and $201 million in the first 
quarter. 

\t the end of June, reserves amounted to $2,385 mil- 
lion: they were $2,120 million at the end of December 
1955 and $2,680 million at the end of June 1955. 


The provisional estimate of the June deficit in EPI 
will require a gold or dollar settlement of about $19 mil- 
lion in July, and this sum will be increased by a cash 
payment of $7 million in connection with the newly 
agreed funding of a further $60 million of debt owed 
to the Union. 

The Times and The Financial Times, London, 
1956. 


Sources: 


Englana, July 4, 


Trade Relations Between France and Mainland China 


The investigations of a French trade mission to Main- 
land China showed that the industrialization efforts of 
China had considerably modified the nature of Chinese 
demand for French products. Demand for goods which 
do not require the application of advanced techniques, 
such as pharmaceutical products, and goods for current 
consumption have been displaced in the Chinese market 
by the need for equipment goods and a few other prod- 
ucts, such as sugar. In addition to the traditional Chinese 
exports, silk, tea, and oilseeds, France was mainly inter- 
ested in purchasing antimony and other metallic ores in 
China. Previous long-term commitments in other markets 
apparently made it impossible for China to meet this 
demand. 

The Chinese authorities eventually agreed to the tech- 
nique of paying for French exports by means of irrevoc- 
able letters of credit. The French mission signed con- 
tracts of two types with Chinese officials: firm contracts, 
relating to products not affected by the UN embargo on 
sales of strategic material, and pro forma contracts. The 
latter involve the delivery of strategic materials, to be 
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supplied only in the event of liberalization of the UN 
embargo list. No over-all figure was set for the volume 
of trade. It seemed probable that Mainland China could 
finance a large trade deficit from export earnings from 
Hong Kong. 


imports are supplied by the Bank of China. 


Its exchange needs for the financing of 


Source: Institut National de la Statistique et des Etudes 
Economiques, Problemes Economiques, Paris, 
France, May 15, 1956. 


Norwegian Credit Developments 


The Governor of the Bank of Norway has announced 
recently that he wants bank advances to the private sector 
reduced by NKr 150-200 million during the summer and 
early fall of this year. In the late fall of 1955, the Bank 
of Norway and the private banks had reached agreement 
concerning the extension of private bank credit, the main 
objective being to prevent total bank credit in 1956 and 
1957 from exceeding the 1955 level (see this News 
Survey, Vol. VIII, p. 214). 

From December 1955 to the end of May 1956, total 
private bank credit rose by NKr 353 million, to NKr 8,867 
million. The increase is explained partly by the seasonal 
financing requirements of the fisheries and log cutting. 
However, the Governor finds it difficult to explain the 
recent increase in overdraft facilities granted by private 
banks. In this connection, he stresses that increased costs 
resulting from the current wage negotiations and the 
recent price increases do not justify any increase in 
private bank credit and do not necessitate any change in 
the credit agreement between the Bank of Norway and 
the private banks. 


While there has been improvement this year in the 
balance of payments (see this News Survey, Vol. VIII, 
p. 359), resulting chiefly from an increase in freight 
earnings and in export prices, the Governor stresses that 
internal economic developments have not changed suf- 
ficiently to justify any relaxation of monetary and credit 


policy. 


Sources: Norges Handels og Sjofartstidende, June 25, 
1956, and Statistisk Sentralbyra, Mdnedsstatis- 
tikk for Forretningsbanker og Sparebanker pr. 


31 Mai 1956, Oslo, Norway. 


Sweden's Dollar Free List Extended 


Sweden’s liberalization of dollar area imports was 
further extended on July 1. Products added to the free 
list include aluminum, nickel and certain other metals, 
linseed and linseed oil, cameras, projectors, and certain 
plastic goods. 


Source: Svenska Dagbladet, Stockholm, Sweden, July 12, 
1956. 
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Finnish Foreign Payments Position 


During the first quarter of this year, the gold and for- 
eign exchange reserves of the Bank of Finland fell from 
Fmk 32.1 billion (US$139 million) to Fmk 31.0 billion 
($135 million). In the same period last year, they rose 
by Fmk 5.6 billion ($24.3 million). The difference be- 
tween the two periods is due partly to a 26 per cent fall 
in export earnings this year, owing to shipping and other 
transportation difficulties during the severe winter, the 
general strike in March, and a weakening of demand for 
some export products, particularly sawn wood and ply- 
wood, Furthermore, the foreign exchange receipts were 
affected by the fact that the prepayments received during 
the first quarter of the year for exports to be shipped 
later in the year were smaller in 1956 than in the same 
period in 1955. 

Details by currencies show that at the end of March 
1956 gold and dollar holdings reached Fmk 17.1 billion 
($74.5 million), the highest figure in the postwar period. 
Holdings of EPU currencies were Fmk 13.4 billion ($58.2 
million), about Fmk 8.7 billion less than at the end of 
March 1955. 


Since the Bank of Finland expects that export earnings 
in 1956 will be Fmk 5-10 billion less than in 1955, the 
Bank has been compelled to reduce its allocations of 
foreign exchange for imports that are still under quanti- 
tative restrictions. 


Source: Bank of Finland, 


Finland, June 1956. 


Monthly Bulletin, Helsinki. 


Annual Report of the Bank of Italy 


The development of the Italian economy continued to 
be very favorable in 1955. National income increased by 
7.2 per cent, compared with 4.6 per cent in 1954; only 


West Germany, among the European countries, showed a 


greater increase. Industrial production, including house 


building, rose by 9.3 per cent; if house building is ex- 
cluded, the increase was 8.3 per cent. Private consump- 
tion increased by 4.4 per cent, and investment, including 
house construction, by 9.7 per cent, or, excluding house 
construction, by 6.9 per cent. Investment, including house 
construction, represented 21,2 per cent of the gross na- 
tional income. The global production increase again 
exceeded considerably the rate of 5 per cent envisaged 
in the ten-year plan for the development of employment 
and income. The main efforts will now have to be directed 
not only to a further global increase but to the channeling 


of productive efforts into the best and most profitable 


uses. 


The over-all deficit of the balance of payments, before 
account is taken of U.S. aid, current U.S. Government 


receipts, and use of reserves, was reduced from $192.5 


19 


million in 1954 to $96 million in 1955. This was due 
almost exclusively to capital movements; apart from 
capital movements, the decline in the payments deficit 
from 1954 to 1955 would have been only $10 million. 
The deficit was more than covered by U.S. aid and cur- 
rent U.S. Government receipts, which together amounted 
to approximately $204 million, so that foreign exchange 
reserves increased by $108.6 million, compared with an 


increase of $55.4 million in 1954. 


Merchandise imports in 1955 were Lit 1,691 biiiion, 
twice the amount in 1948. The marginal elasticity of 
imports of goods and services in relation to national 
income for the period 1950-55 has been estimated at 1.7; 
although this estimate cannot be assumed as certain for 
the future, it is important to note that the further growth 
of consumption and investment rests on an expansion of 


international trade. 


Exports also doubled in value between 1948 and 1955; 
in 1955, they covered 68.6 per cent of total imports. 
Dollar exports increased by 25 per cent. In 1955, as in 
earlier years, Italy's foreign trade policy was based on 
liberalization, 


principles of in particular for imports 


from EPU countries. A number of measures were taken 
to simplify payments operations and to provide traders 
with greater freedom of choice of markets and goods. 
Italy joined the European multilateral currency arbitrage 
scheme, and Italian firms were authorized to operate on 


the London metal exchange. 


Loan advances and investments of the credit system 
as a whole, i.e., of the ordinary and special credit institu- 
tions, increased by Lit 727 billion in 1954 and by Lit 855 
billion in 1955. To the latter amount must be added 
Lit 206 billion representing loans of the Institute for 
Industrial Reconstruction (IRI) to the institutions under 
its control, loans of the central Post Office Savings Fund 
to municipalities, provinces, building cooperatives, etc., 
and loans of insurance companies. The proceeds of 
shares and bonds placed with the public outside the 
Altogether. 
the additional financial resources made available to the 


credit system amounted to Lit 159 billion. 


economy, excluding the Government and _ eliminating 
double counting, amounted in 1955 to Lit 1,206 billion. 
compared with Lit 1.050 billion in 1954. The Govern- 
ment received Lit 446 billion, including the proceeds of 
bonds issued on behalf of the State Railways. Funds 
totaling Lit 1,652 billion were therefore required in 1955. 
lo meet this need were Lit 527 billion of savings deposits, 
Lit 104 billion of reserves of social security institutions. 
and Lit 450 billion obtained on the capital market by 


the Government. medium-term 


special long-term and 
credit institutions, and private institutions, in the form 
of shares and bonds. These three categories, which can 
be regarded as “true savings,” amounted in all to Lit 1,081 
billion in 1955. In addition, bank money, i.e. current 


account deposits, etc., was used to the extent of Lit 372 
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ee 


billion, and also various other funds flowing to the credit 
system, e.g., in connection with foreign exchange accounts. 

The ratio of monetary savings to national income fell 
from 9.8 per cent in 1953 to 9.6 per cent in 1954 and 9.2 
per cent in 1955. The ratio of monetary savings to total 
investment also dropped, and in 1955 amounted to 36.9 
per cent. The cause for the inadequacy of savings lies 
mainly in the increase in private consumption and 
changes in the spending habits of the social classes from 
which monetary savings usually come. The Governor of 
the Bank of Italy considers that, if the proportion of the 
national income applied to investment is to be increased 
as foreseen in the ten-year plan, expansion of certain 
forms of consumption will have to slow down. If the 
savings channeled through the credit market can be 
increased, it will be possible to reduce the cost of money 
and also to reduce the necessity for industry to rely pre- 
dominantly on financing out of profit margins, rather 
than on borrowing. The present emphasis on self- 
financing makes control of the currency by means of the 


traditional credit instruments less efficacious. 


The Governor of the Bank also notes that the pressure 
exerted on the capital market by the Government directly 
or indirectly through its agencies is now much greater 
than it was several years ago. It is urgently necessary to 
reduce the budget deficit and to stop the practice of using 
bank credit to cover this deficit. 


Wholesale prices in 1955 remained practically stable. 
the index over the year as a whole increasing by 0.3 
per cent. This stability was achieved through industry's 
capacity to bear the rise in prices of raw and semi- 
manufactured materials. As a result of heavy damage to 
the fruit and vegetable crops during the winter, the price 
situation deteriorated at the beginning of 1956; in the 
six months to March 1956, food prices rose by 6.6 per 
cent. The cost of living index in 1955 rose by 3 per cent, 
and higher retail prices of food brought a further in- 
crease in 1956. These partly seasonal price movements 
would not be of any great significance were it not for 
the sliding wage scale system. The Governor criticizes 
this system on the ground that it exaggerates seasonal 
price movements; it works in only one direction and is 
also subject to errors because of the method of calculat- 


ing the cost of living index. 


Despite recent price movements, financial stability has 
been preserved, but much caution will be necessary in 
the future and Italy's foreign trade will have to be watched 
carefully. Domestic economic activity is closely linked 
with foreign trade developments, and, as domestic re- 
sources are already rather fully employed, any excessive 
growth of consumption or of investment could either 
increase imports or reduce exports. Italy has made great 
progress in maintaining over-all stability and at the same 
time increasing freedom from restrictions on trade and 


payments. Further efforts will have to be made in the 


same direction, and Italy will continue to be active in 


international cooperation, 


Source: Bank of Italy, “Relazione del Governatore sull’ 
Esercizio 1955,” Assemblea Generale Ordinaria 
Dei Partecipanti, Rome, Italy, June 1956. 


Amendment of Italian Foreign Exchange Control Law 


The provision in the new Italian Exchange Control 
Law (see this News Survey, Vol. IX, p. 11) which author- 
ized the use of foreign banknotes for the repatriation of 
foreign capital invested in Italy and for interest and 
dividend transfers over and above the limits established 
by the foreign capital investment law has been rejected 
by the Italian Senate. 


Source: 24 Ore, Milan, Italy, July 7, 1956. 


West Germany's Balance of Payments Position 


The Monthly Report of the Bank deutscher Lander for 
June comments in some detail on West Germany's recent 
payments position, which has been marked by an extraor- 
dinary net inflow of gold and foreign exchange. The 
inflow of DM 226 million in March was followed by addi- 
tional inflows of DM 310 million in April, DM 522 mil- 
lion in May, and DM 682 million in June. The net addi- 
tion to the central bank reserves was greater in the first 
half of 1956 than in the entire year 1955, when it 
amounted to DM 1.9 billion. The Bank deutscher Lander 
points out that this was the result of some spec ial factors 
and that the net inflow of gold and foreign exchange is 
not likely to continue at such a rate. It considers the 
present position temporary, and warns that the trend 


may well be reversed. 


The main extraordinary factor has been the increase 
of deutsche mark holdings in Germany by foreigners, 
caused in part by the rise in German interest rates, but 
also in part by persistent rumors that a revaluation of 
the deutsche mark is imminent. This may also have slowed 
German payments for imports and have accelerated for- 
eign payments to Germany; the latter may have been one 
of the causes for the record gold and foreign exchange 
inflow in June. Expectation of tariff reductions may also 


have served to slow down German purchases temporarily. 


\ further cause of the high rate of foreign exchange 
earnings is seen in the more active use made by foreign 
traders of foreign credit facilities and of foreign dis- 
count facilities for their export bills. (A recent decision 
of the Bank deutscher Lander has eliminated some priv- 
ileges extended to exporters regarding their domestic 
rediscount facilities; see this News Survey, Vol. VIII, 
p. 375.) But leaving aside these special factors, the 
Bank deutscher Lander concedes that German exports in 


the first five months of 1956 again rose more (16 pet 
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cent) than imports (13 per cent); in view of the uncer- 
tainty about world prices, the tightening of credit facili- 
ties, rumors of exchange rate adjustments, and approach- 
ing tariff reductions, the report finds this increase in 
German imports all the more remarkable. 

The rise in exports is not, in the Bank’s expressed 
opinion, the result of a domestic “export pressure,” since 
neither domestic demand nor domestic prices have fallen 
in recent months; on the contrary, current domestic 
demand continues to outrun capacity in most industries, 
and German prices have been rising over the past 12 
months. The report therefore gives as the causes for 
this export rise the continued investment boom, the rise 
in demand in other countries, and the fact that the com- 
modity structure of the German export industry is par- 
ticularly well suited to fill present demands. The Bank 
therefore emphatically rejects the notion that the present 
payments position is the result of its restrictive credit 
policy. It foresees a replenishment of stocks which have 
been allowed to run down in some sectors so much as 
to lead to increased imports. Imports may also expand 
as a result of the recent reduction in tariffs, orders placed 
abroad for armament goods, and the expected elimination 
of surpluses in the federal budget. Exports, on the othe: 
hand, may be hampered by rising production costs and 
a slowing down in demand for investment goods. Finally, 
the report calls attention to the continued burden of cap 
ital transfers in connection with debt and _ restitution 
payments. The present payments surplus is neither high 
enough nor sufficiently permanent to warrant such an 
important decision as either a revaluation or the intro 


duction of flexible rates. 


Source: Bank deutscher Lander, MVonthly Report, Frank- 


furt am Main, Germany. June 1956. 


Middle East 


Prices and Money Supply in the Middle East 


Price movements in the Middle East in recent years 
have differed widely in the various countries. In Iran, 
Israel, and Turkey, the increases from 1953 to 1955 were 
substantial. The cost of living index rose by 22 per cent 
in Iran, 19 per cent in Israel, and 18 per cent in Turkey, 
while the increases in the general wholesale price index 
were 15 per cent, 24 per cent, and 19 per cent, respe 
tively. These increases reflected the failure of the total 
supply of goods and services to keep pace with the mone- 
tary expansion. Between December 1952 and December 
1955, the money supply expanded by 42.8 per cent in 
Iran and 57.5 per cent in Israel. In Turkey, the expan- 
sion amounted to 36.6 per cent between December 1952 
and December 1954. 

In Egypt. the cost of living index fell by 4 per cent, 


and the wholesale price index fell by 2 per cent. In Iraq, 


a rise of 1 per cent in the cost of living was accompanied 
by a 3 per cent fall in wholesale prices. In Lebanon, 
there were decreases ol 3 per cent and 7 per cent. respec- 
tively. In Syria, however, while food items in the cost of 
living decreased by 9 per cent, general wholesale prices 
rose by 17 per cent. With the exception of Egypt, where 


the money supply actually decreased by 3.5 per cent 


between December 1952 and December 1955, all these 
countries experienced monetary expansion. During this 
period, the increase was 50 per cent in lraq and 33 per 
cent in Lebanon; in Syria, it amounted to 20 per cent 
between December 1952 and June 1955. 


Source: 


United Nations, Depariment of Economic and 
Social Affairs, 
Viddle East 
May 1956. 


Economic Developments in the 


1954-1955, New Y ork. N.Y.. 


Middle East Agricultural Production 


The total area under cultivation for grain in the Middle 
East was about 2 per cent greater in 1955 than in 1954, 
and for cotton the increase was 25 per cent. The expan- 
sion was most marked in Turkey. Both grain and cotton 
production expanded by 4 per cent. 

Agriculture in Israel, Jordan, Syria, Lebanon, and Iraq 
suffered greatly from unfavorable weather conditions in 
1955, but in Turkey and Iran it showed definite improve- 
ment. The grain crop of the former group declined by 
about 40-50 per cent, while the increase in Turkey was 
about 30 per cent and in Iran 13 per cent. 

In Egypt, a shift from wheat to cotton production fol- 
lowed the increase by the Government in the maximum 
wcreage limit for cotton. Wheat production dropped by 
about 20 per cent, while cotton increased by about 10 
per cent. 


Exports of agricultural products from the Middle East 


declined considerably in 1955. The poor crop of 1954 


in Turkey and Iran affected exports in the following 
year, While the poor crop of 1955 in Israel, Jordan, 
Lebanon, Syria, and Iraq had more immediate effects 
on exports from these countries 

United Nations, 
Affairs. 
Middle East 
May 1956 


Source: Department of Economic and 


Economi Developments in the 
1954-1955. New Y ork. NF. 


Social 


Pakistan's Import Policy 


Pakistan’s import policy announced for the second 
half of 1956 shows little change from that followed in 
the first half of the year. Of the 21] items for which 
import licenses were provided in the first half of the 
year, 7 have been dropped and 4 added, making a total of 
208 items that may now be imported. The items listed 


fall mostly into two categories—those required by indus- 
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try and consumer goods considered essential. Licenses 
are valid for all countries, including those of the dollar 
area, and special provision is made for the issuance of 
single-country licenses for importing from countries with 
which Pakistan has bilateral agreements. Special licenses 
will be issued for items to be imported under the U.S. 
economic aid program. 

Sources: Dawn, Karachi, Pakistan, June 2, 1956; De- 
partment of Commerce, Foreign Commerce 


Weekly, Washington, D.C., July 9, 1956. 


Far East 


Indian Import Policy 


Indian imports of machinery, spare parts, and raw 
materials are to be liberalized further in the second half 
of 1956, with a view to increasing the tempo of indus- 
trial development under the Second Five Year Plan. Also, 
larger quotas are to be provided for emery grain, certain 
dyes, barley, maize, and cotton yarn of 60 counts and 
above. Quotas are to be increased for imports of cook- 
ing ranges from the dollar area; and there will be 
increases in the authorized utilization in the dollar area 
of a portion of soft currency licenses for domestic hard- 


ware, table fans, safety razors, and potassium chlorate. 


On the other hand, quotas have been reduced for 
woolen manufactures, sheet and plate glass, buttons, 
artificial silk, and certain chemicals. Haberdashery and 
watches are among those items which have been removed 
from the liberal licensing scheme. The new restrictions 
are based on a consideration of domestic production, both 
present and prospective; under these restrictions the In- 
dian authorities expect to save more than Rs 50 million 
(US$10.5 million). Imports of machinery, however, are 
expected to increase from Rs 1,820 million ($382 mil- 
lion) in 1956 to Rs 2,500 million ($525 million) in 1957. 
Imports of 1.5 million tons of steel and 6 million tons of 
cement are expected this year. 

Sources: The Financial Times, London, England, July 2. 
1956; The Times of India, Bombay, India, 
July 3, 1956. 


Cambodia-Mainland China Trade and Payments Agreements 


The trade and payments agreements between Cam- 
Mainland were signed on 
April 24 and now have been ratified by both parties, 


bodia and China, which 
tentatively set total trade transactions at £5 million each 
way for a specified list of goods; however, requests for 
import and export licenses covering goods not inc luded 
in the list will be considered by both Governments. Trade 
between the two countries is expected to be in equi- 
librium; if the outstanding balance should exceed £1 


million, either of the two partners may suspend imports 


from, or exports to, the other. A mixed Sino-Cambodian 
payments commission will be set up to meet periodically 
or upon the request of either party, in order to imple- 
ment the trade agreement. The goods to be supplied by 
Cambodia will be primarily rubber, corn, rice and rice 
products, lumber, tobacco, and dry fish; those from 
Mainland China will be machinery, building materials, 
such consumer goods as cotton fabrics and yarn, raw 
materials (mainly raw silk, caustic soda, and sodium 
carbonate), and foodstuffs (not specified). 


Under the payments agreement, the China People’s 
Bank and the National Bank of Cambodia, each acting 
on behalf of its Government, will open a noninterest- 
bearing account in sterling in the other’s name. All con- 
tracts and invoices covering the exchange of goods be- 
tween the two countries will be drawn up in sterling. 
The debit balance outstanding at the end of each half 
year will be settled immediately in sterling, or failing this, 
in any other currency acceptable to the creditor. Any 
debit balance in excess of £1 million, which might accum- 
ulate in the course of the half year, will be settled immedi- 
ately upon the request of the creditor in the manner pre- 
scribed above. The pound sterling as defined in the 
payments agreement is represented by 2.48828 grams of 
fine gold. If the gold content of the pound should be 
changed, the balances of the Chinese and Cambodian 


accounts would be modified accordingly. 


Both the trade and payments agreements are valid for 
one year as of the date of ratification by each party. The 
agreements shall be renewed or modified, following nego- 
tiations by both parties, three months before they are 


due to expire. 


Source: L’Information du Viet-Nam Economique et 


Financiere, Saigon, Viet-Nam, June 14, 1956. 


EFAC Account System in Viet-Nam 


Notice No. 30 of June 14,.1956 of the National Ex- 
change Office of Viet-Nam sets new rules governing the 
EFAC account system. The percentage of foreign ex- 
change left at the exporter’s disposal was fixed at 15 per 
cent for all currencies; 3 per cent may be used freely by 
the exporter, and 12 per cent for financing products speci- 
fied under the system. Utilization of EFAC accounts 
remains subject to the prior approval of the, Exchange 
Control Office and the General Director of Trade. 


Source: L'Information du Viet-Nam Economique et 


Financiere, Saigon, Viet-Nam, June 21, 1956. 


Equipment Investment in Japan 


The recent expansion of equipment investment in Japan 
has been extremely swift, and has aroused some concern 
about the possibility of overinvestment. The volume of 
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actual investment spending in the fiscal year 1955-56 was 
29 per cent larger than in fiscal 1954-55, and the scale of 
1956-57 equipment investment appears to be even more 
extensive. Under the program for fiscal 1956-57 an- 
nounced by the Ministry of International Trade and In- 
dustry, the total amount of equipment investment (ex- 
cluding shipbuilding, rolling stock, and the foodstuff 
industries) is estimated at ¥ 470.0 billion, a new postwar 
peak, and 31 per cent larger than in fiscal 1955-56. 

The largest expansion is in electric power, covering 
40.9 per cent of the total, or 18.9 per cent (¥ 30.6 bil- 
lion) more than in the preceding fiscal year. Investment 
in the chemical industry will be ¥ 54.0 billion, an increase 
of 94.3 per cent (¥ 26.2 billion) over fiscal 1955-56; in 
the textile industry, ¥ 51.2 billion, an increase of 17.2 
per cent (¥ 4.5 billion); and in the iron and steel in- 
dustry, 117.2 per cent (¥ 21.7 billion) more than in 
fiscal 1955-56. 

The Ministry attributes these trends to greater stability 
of corporate accounts as a result of increased corporate 
profits; the encouraging business outlook; declining 
money rates; insufhciency of current equipment capacity 
to satisfy sharply increasing demands (particularly in 
key industries, such as mining, iron and steel, machinery, 
chemical fibers, building materials, power, and gas) ; more 
extensive industrialization of new industries, such as 
petrochemistry, synthetic fibers, and pulp; and the more 
pressing need in such industries as iron and steel and 
machinery for equipment rationalization to increase com- 


petitive strength in overseas markets. 


Source: The Oriental Economist, 
1956. 


Te ky oO, 


Japan. June 


Latin America 


Wage Increases in Brazil 


President Kubitschek of Brazil announced on July 14 
that wage increases had been authorized to become effec- 
tive throughout the country on August 1. The minimum 
wages in Rio de Janeiro will be increased from Cr$2,400 
per month, in effect since July 1, 1954, to Cr$3,800, or 
by 58 per cent. The increase in minimum wages in the 
rest of the country will vary from region to region, taking 
into acebunt local conditions, and will be based on the 
new wage level for Rio de Janeiro. 


The President announced that the Government is tak- 


ing measures to prevent speculation and unjustified price 
increases. Bank credit will be restricted in order to dis- 


courage shifting the costs of the higher wages to prices 
paid by consumers. 


Source: Embassy of Brazil, Boletim Radiotelegrafico do 
Ministério das Relacgées Exteriores, Washington, 


D. C., July 16, 1956. 


Paraguayan Credit and Exchange Reforms 


The establishment during the first quarter of 1956 of a 
new exchange system in Paraguay (see this News Survey, 
Vol. VIII, p. 269), a reorganization of the Central Bank, 
and a new credit policy are measures taken this year by 
the Government to cope with inflation and reduced pro- 
duction. 

In 1955, the exchange policy of the Central Bank was 
to have the lowest possible export rate and a series of 
import rates aimed at keeping prices of essential imports 
and government imports as low as possible. In addition, 
credit was granted on rather liberal terms. The low 
export rates acted as a deterrent to production; many 
producers found it difficult even to maintain their original 
capital investment, and there were no inducements to 
At the end of. the 


year, net international exchange reserves amounted to 
about US$8.3 million. 


improve plants by new investment: 


Although they exceeded reserves 


at the end of 1954 (US$4.5 million), their composition 


was less advantageous, since there was a preponderance 


of Argentine convenio dollars. Following the devaluation 


of the Argentine peso in October 1955 (see this News Sur- 


vey. Vol. VIII. p. 156). 


between the two countries during November and Decem- 


there was practically no trade 


ber, and even now it is still considerably below its pre- 
vious level. 

The establishment by Argentina of a single export rate 
of MSN 18 per U.S. dollar resulted in Paraguayan exports 
losing their preferential position in the Argentine market. 
On the other hand, prices of Paraguayan imports from 
Argentina—primarily wheat, of which Paraguay imports 
approximately US$6 million per year—remained practi- 
cally unchanged. It has been estimated that the impact 
of the Argentine devaluation resulted in a reduction of 
about US$7 million per year in the value of Argentine 
imports from Paraguay. 

The new parity rate of @ 60 per U.S. dollar, which 
became effective as of March 1, 1956 and is applicable 
to both exports and imports, was deemed necessary not 
only to put the rate on a more realistic basis, but also as 
a defense against the impact of the Argentine devaluation. 
The establishment of a single export and import rate, the 
abolition of all exchange control devices (other than per- 
mits), such as remanentes and other mixing devices, and 
the subsidization of imports, are expected to induce a sub- 
Although 
importers of certain nonessential goods have to pay a 


stantial increase in production for export. 


surcharge of @ 25 per dollar (this surcharge will be 
eliminated as conditions improve) in addition to the 
parity rate, the exchange reform has greatly simplified the 
operations of the Central Bank and has made the whole 
system more flexible and able to face temporary mal- 
adjustments. 

A free exchange market continues to operate, but its 


activities have been greatly reduced, since stricter regula- 
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tions on imports with the use of “own exchange” have 
been imposed. Such exchange can be used only to import 


capital goods for special cases and when it can be proved 


that the funds employed are either new capital or repre- 


sent the repatriation of capital held abroad. Thus, the 
free market is used only for small remittances abroad, 
for frontier traffic, and for remittances of capital and 
profits. 

The program to combat inflation includes not only tax 
reforms and budget and fiscal revisions aimed at curbing 
government expenditures, but also rather severe credit 
limitations. The Central Bank rediscount operations were 
to be tightened, and ceilings on the amount of credit 
granted by the Central Bank to finance credit operations 
of the Bank of Paraguay were imposed. Nevertheless, 
inflationary forces have persisted. Prices for basic neces- 
sities have risen by 10 to 15 per cent, and prices of 
import goods by 10 to 100 per cent. These increases are 
attributed at least in part to the fact that the difficulties 
in trading with Argentina resulted in goods being im- 
ported at abnormal prices from other countries. In 
addition, merchants were able to raise their prices to 
compensate for the increased import rates and higher 
general costs, as well as to provide against the weakening 
of the guarani in the free market. 

Effective March 1, 
25 per cent, but this only partially compensated workers 
for the increase in the cost of living. The free market 
rate, which had deteriorated from @ 100 pe. dollar at 
the first of the year to about @ 125 per dollar around the 


minimum wages were increased by 


middle of March, subsequently recovered and was steady 
at about G 107 at the end of March. It is reported that 
most of the pressure on the free market rate derives from 
payment for Argentine pesos generated by the border 
trafhe (it is estimated that this frontier trade accounted 
for approximately $1.5 million of imports during the first 
three months of 1956). In addition, some arbitrage 
transactions appear to be taking place—dollars being 
purchased for guaranies in Asuncion are then taken to 
Buenos Aires or Montevideo, where they are exchanged 
for pesos. which in turn are resold for guaranies in the 
Asuncion market. It is hoped that the re-establishment 
of normal trade relations with Argentina will result in a 
decrease of this border trade. 

Paraguay had a favorable trade balance of about $4 
million in the first quarter of 1956, with exports amount- 
ing to approximately $1] million and imports to $7 
million. (These figures do not appear to include border 
traflic, and the rate of exchange used in the conversion 
is not known.) The balance. however. may not be so 
favorable as these figures indicate, since most of Para- 
suay s exports, particularly lumber, went to Argentina. 
It is believed that Paraguay has a favorable balance of 
about $5 million in its agreement account with Argentina, 
and that it is not able to use this credit. for imports on 


wcount of the present Argentine difficulties. 


Except for cotton and cattle, agricultural production 
appears to be good. The cotton crop is expected to be 
of poor quality and of small volume because of poor 
weather. Heavy floods in the cattle raising areas of the 
Chaco may result in abnormally high losses (estimated 
at between 200,000 and 300,000 head). 

Paraguay’s development plans include a program for 
highway construction and hydroelectric power develop- 
ment, to be carried out jointly with Brazil; a four-year 
public works program, approved by the Government in 
early February; the completion of the Encarnacion high- 


way; and the construction of an airport at Asuncion. 


Source: Department of Commerce, Foreign Commerce 


W eekly. Washington. D. C.. July 9. 1956. 


Other Countries 


Budget of Federation of Rhodesia and Nyasaland 


The budget proposals of the Federation of Rhodesia 
and Nyasaland for the fiscal year ending June 30, 1957 
estimate revenue at £50.0 million and expenditure from 
revenue funds at £53.9 million. The Finance Minister 
stated that it is a disinflationary budget in which he has 
refrained from giving any substantial tax relief and has 
pegged recurrent government expenditure. Rates of taxa- 
tion would remain unchanged, but there would be a 50 
per cent increase, to 3s. in the pound, in the rebate of 
insurance premiums and benefit fund contributions, the 
maximum rebate being increased from £25 to £45. 

rhe interest rate on deposits with the Post Office Sav- 
ings Bank would be raised to 3! per cent, and a four- 
year savings certificate yielding 5.2 per cent compound 
interest tax free has already been put on sale. 

\ transfer of £10 million would be made from revenue 
to capital account and, after allowing for various other 
capital receipts, the Minister hopes to finance the rest of 
expenditure by a local loan to be floated in August and 
possibly by a London loan. 


Source: The Financial Times, London, England, June 
1956. 


99. 
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members of the staff of the Fund, is based on mate- 
rial published in newspapers, periodicals, official 
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of each note. Explanatory material may be added, 
but no Fund editorial comment or opinion. Therefore 
any views expressed are taken from the sources 
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